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SUMMARY 


l. The French economy weakened at the end of 1980, and GNP fell in the last 
quarter of the year and the first quarter of 1981. Domestic demand had, until 
then, resisted the recession set off by the 1979 oil price shock that was 
hitting the rest of Europe. The downturn at the end of 1980 was largely due 
to a very large inventory adjustment and a decline in fixed investment. 
Private consumption remained relatively firm, despite a marginal decline in 
purchasing power in 1980 that continued into the first quarter of 1981. 


Zs The recession lasted only two quarters. The economy began a limited 
expansion in the second quarter. However, given the steepness of the downturn 
at the beginning of 1981, only a marginal increase in GDP is expected for 
1981. The renewed growth of GDP, which began before the new government took 
office on the basis of increased purchasing power provided by the previous 
government and a pickup in exports, has been boosted by the expansionary 
policies of the new government directed at the reduction of unemployment. 
These policies include both larger budget deficits, lower interest rates, 
somewhat more ample credit allocations, labor market measures such as a 
shorter work week, and a new industrial strategy. The nationalization of the 
banking sector and 9 corporate industrial groups is also expected to 
facilitate the socialist transformation of the French economy. The package of 
macro-economic policies is expected to produce GDP growth of the order of 3 
percent in 1982. 


Je The unemployment rate climbed rapidly from the end of 1980 through the 
first five months of 1981, but the strengthening economic situation was 
reflected in a tapering off of the rate of increase and even an absolute fall 
in the number of unemployed during the summer months. However, unemployment 
began to increase again at the end of the year. The number of unemploved 
touched the politically sensitive 2 million mark for the first time in October 
and in December the unemployment rate was 8.1 percent. Some further increase 
in coming months is possible, despite government efforts, since demographic 
trends require a healthy growth rate even to hold the line on unemployment. 
The balance of payments shifted into a 7 billion dollar deficit in 1980 from a 
small surplus the year before, not only because of a much larger oil bill but 
also because of an enlarged trade deficit. The trade deficit narrowed in 1981 
as imports dropped in volume terms reflecting the weaker economy, while the 
volume of exports continued to grow, partly because of the impact on 
competitiveness of the depreciation of the franc. However, the reduction of 
the trade deficit in francs was limited because of an adverse trend in the 
terms of trade, and the current account deficit expanded to FF 42.6 billion 
from FF 33 billion in 1980 because of a downturn in receipts on services and 
higher outflows on transfers. The outlook for the year 1981 as a whole and 
for 1982 is for continued sizeable deficits, given expected disparities in 
growth and inflation rates between France and her trading partners. The franc 
underwent several bouts of pressure in 1981; the most severe occurred during 
the period of political uncertainty associated with the change in government 
in May. The new government choked it off by tightening exchange controls and 
raising interest rates to historic levels. Further pressures in late summer 
and early fall prompted a new tightening of controls and an EMS (European 
Monetary System) realignment on October 2, 1981. 
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4. The new Government of France (GOF) is deliberately pursuing expansionist 
policies while several of its more important trading partners are continuing 
restrictive economic policies. The performance of the French economy in 1982 
depends heavily on the extent to which the business community responds to 
government incentives and exhortations to invest, the willingness of labor to 
practice wage restraint, and an international market growth sufficient to 
absorb a healthy increase in French exports. 


ECONOMIC TRENDS 


For much of 1980, the French economy resisted the recession hitting its 
European trading partners and GDP continued to expand (by 1.1 percent). 
However, activity contracted marginally at the end of the year and much more 
sharply in the first quarter of 1981. A large stock adjustment and a 
contraction of business fixed investment spending, which had held up well in 
the first three quarters of 1980, were the cause of the downturn at the end of 
1980 since consumption spending continued to expand. Business liquidity 
became increasingly strained in 1980 because of higher wage and material 
costs, a credit squeeze and higher interest rates combined with a falloff in 
sales. Household incomes were squeezed as well; purchasing power declined 
marginally in France for the first time in years, despite the fact that wages 
rose faster than prices. But net transfer income (i.e., social security 
benefits minus social security taxes), an important supplement to personal 
incomes, rose less rapidly than prices, and the tax burden increased. 


Consumers reacted by reducing saving to maintain spending. They did not, 
however, maintain home buying in the same way ~~ housing investment dropped 
through 1980 and into the first quarter of 1981, as rapidly rising prices, 
interest costs, and credit restrictions dried up new construction. 


However, the recession in France lasted only two quarters, as GDP expanded 1.2 
percent in the second quarter of 1981. Consumption rose on the basis of the 
increased purchasing power due to the Giscard Government's first quarter 
social security tax cut and increased social transfers. Exports increased at 
a buoyant rate, reflecting, in part, increased competitiveness in 
dollar-denominated trade, and deliveries based on the higher volume of 
contracts concluded in 1980. Business fixed and inventory investment 
continued to fall, but housing rose for the first time since late 1979, 
perhaps due to the easing in credit conditions for housing provided in the 
first quarter. Output continued to rise, though at a slower pace, in the 
third quarter, as the second quarter recovery of exports was reversed and 
housing contracted once again. Growth in 1981 as a whole was probably 
marginally positive. 


Industrial output bore the brunt of the recession; the trend in the rest of 
the economy could be characterized more as stagnation than recession. Since 
the decline in production was concentrated at the end of 1980, however, 
industrial output for the year averaged only 1.5 percent below 1979. The 
pattern for 1981 was one of slow contraction in the first half and slow 
expansion thereafter. Production in the first 11 months was 2.6 percent below 
the 1980 average. The sectoral pattern of industrial production reflects that 
of demand. Consumer goods production is the strongest, with some improvement 
in semifinished products as well; production of business equipment is the 
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weakest, with strongest demand coming from abroad. Consumer prices rose more 
rapidly in 1980 (13.6 percent compared to 11.7 percent in 1979), reflecting, 
in part, the impact of higher world energy prices. Wage increases accelerated 
as well, rising 15 percent in 1980, as workers tried to catch up with the 
acceleration in the cost-of-living which began in 1979 as a result of the 
second oil shock. Both wage and price inflation decelerated at the end of 
1980, and into the first half of 1981. Influencing these trends were the 
growing uncertainty about job security and the delay of public sector price 
increases. However, both price and wage inflation picked up in 1981, 
reflecting rapidly rising food prices, the impact of public sector price 
increases previously delayed, the impact of the trade-weighted depreciation of 
the franc on prices of imported goods and the partial pass-through of a June 
1981 10 percent increase in the minimum wage through the highly indexed wage 
structure. However, due to the pattern of retail price and wage change over 
the year, especially an end of year slowdown, the average retail price 
inflation performance for 1981 was, at 13.3 percent, slightly better than that 
of 1980, as was the rate of wage increase. 


The unemployment rate shot up at the end of 1980 after months of near 
stability. The end-1980 rise in unemployment lagged only a little behind the 
sharp drop in production of the autumn. The number of unemployed continued to 
rise rapidly through May, 1981. The rate of increase slowed and in the summer 
even fell a little but began to rise again at the end of the year. In 
December, the unemployment rate was 8.1 percent, with the number of unemployed 
topping the two million mark. Unemployment may continue to rise. Current 
demographic and productivity trends require about a 3-4 percent GDP growth to 
reduce unemployment. It is with this requirement in mind that the government 
is employing the entire arsenal of economic policy tools for the reduction of 
unemployment, including labor market measures such as public sector hiring, 
reduced workweek, longer vacations, and early and partial retirement. 


The current account of the balance of payments shifted into a large deficit in 
1980 -- $7 billion, or the equivalent of 1 percent of GDP -- following a small 
surplus in 1979. A large part of 1980's negative swing was due to the 
increase in the oil bill. However, France's exports did not maintain their 
prior shares of foreign markets, while non-oil imports expanded rapidly 
reflecting the relative strength of domestic demand and an apparent loss as 
well of domestic market shares. The trade balance improved in 1981 because of 
both a dropoff in imports and a much better trend in export sales. Imports 
dropped off because of the decline in domestic production, fixed investments 
and stockbuilding and a decline in the volume of petroleum imports, in turn 
linked to lower consumption and a drawdown in stocks. The trade deficit, 
FOB-FOB and seasonally adjusted, was FF 59 billion ($10.9 billion) in 1981, 
compared to FF 62 billion ($14.7 billion) 1980. The improvement of the trade 
balance denominated in francs was relatively limited because of a very sharp 
deterioration in the terms of trade as the depreciation of the franc was 
translated into higher import prices, particularly for energy. The current 
account deficit in 1981 was FF 42.6 billion ($7.8 billion) compared to FF 33.1 
billion ($7.8 billion) 1980. The expansion of the current account deficit 
despite the contraction of the trade deficit was due to a drop in net service 
receipts, because of higher interest payments on foreign debt, higher outflows 
on the transfer accounts (partly due to higher workers'remittances), and 
other factors. 





The franc began to depreciate within the EMS after the Bundesbank shifted 
policy in February, 1981, and moved interest rates up sharply to support the 
DM/$ rate, thereby wiping out the positive differential of French over German 
interest rates. In February, the Bank of France used reserves to help finance 
the balance of payments deficit. The loss of reserves intensified at the end 
of April and early May in the first panicky reactions to the Socialist Party 
victory in the Presidential election. The first action of the new Government 
of France (GOF) on May 22, 1981 was to tighten exchange controls to reduce 
opportunities for forward cover for imports and accelerate export proceeds. 
It also limited new foreign portfolio investment by the French, hitherto 
largely free, to disinvestment by other residents. The mechanism is a 
securities franc which has been quoted at a substantial premium compared to 
the official rate since its inception. The franc came under renewed 
intermittent pressures in August and September, 1981. The GOF responded by 
tightening exchange controls once again on September 19, 1981, this time to 
prohibit all forward import cover. Nonetheless, pressures continued and in 
the context of a general realignment of the EMS on October 2, the franc was 
devalued 3 percent against its central rate against the ECU; DM was revalued 5 
percent against its rate; and the Italian lire was devalued 3 percent. The 
realignment was followed by substantial reflows of capital into France during 
October which allowed the Bank of France to add to reserves; the franc has 
since moved down from its EMS ceiling rate against DM. 


The majority socialist government, elected in mid-1981, is committed to the 
stabilization and reduction of unemployment as a first priority. It hopes to 
achieve this goal through a number of measures including an expansionary 
fiscal policy. The central government deficit 1s estimated at FF 95 million 
in 1982 and about FF 70 million in 1981, compared to FF 30 billion in 1980. 
Cther measures include somewhat more ample credit allowances and lower 
interest rates and a series of labor market measures, such as new public 
sector hiring, reduction of the work week, increased training programs, work 
sharing and early retirement. It is also proceeding with the nationalization 
of the banking sector and ni 

justification for which is that the newly nationalized sectors could serve as 


the cutting edge of the government's new policies. 


ine corporate industrial groups, part of the 
i 


This series of policy orientations is expected to produce GDP growth on the 
order of 3 percent next year, and a stabilization of the unemployment rate. 
The GOF hopes that productivity growth and less imported inflation will allow 
a deceleration of retail price inflation to an average 12.9 percent, despite 
expected higher wage costs. The GOF projects stabilization of the current 
account deficit based on equal volume increases in exports and imports but an 
improvement in the terms of trade, partly due to the impact of slower 
increases in energy prices and partly because French inflation will continue 
to exceed that of many of its trading partners. This projection rests on 
several key assumptions: 

1) that the business community will overcome its initial attitude of 
uncertainty regarding the new government and respond to incentives to invest; 





2) that labor will cooperate with the GOF's incomes policy and accept 
wage moderation; and 

3) that France's international markets will expand at a pace fast enough 
to absorb a 5 percent increase in exports. 


SECTORAL PERFORMANCE 


The Government of France is just beginning to develop industrial strategies to 
deal with France's industrial problem and opportunity sectors and to take 
account of the projected nationalizations in banking and industry. Running 
through all the government discussions of industrial strategy is the 
imperative that French industry must recapture the domestic market through 
product improvements and competitiveness. The government also expects such 
efforts to result in increased exports. Targets for decreases in the percent 
of domestic consumption imported and for increases in the percent of 
production exported are already being formulated for a number of sectors. 
Strategies and targets have already been announced for the wood, leather and 
machine tool industries and are under development for at least ten other 
industries including major problem sectors such as steel, chemicals and 
textiles. The steel, textile, chemical and auto industries continue to 
stagnate. As yet the limited expansion of the French economy has not markedly 
benefited these sectors. Despite the decline or stagnation of major sectors 
of the economy, other sectors such as aerospace, electronics, and armaments 
have continued to experience positive growth rates. A review of the activity 
in a sampling of key sectors affords perspective on the state of the French 
economy and on the trade and investment prospects in France for the United 
States. 


ENERGY. After declining slightly in 1980, energy consumption in France during 
the period Jan-Aug 1981 continued to decline very slightly compared to the 
same period in 1980, down from 121.4 to 119.4 million tons oil equivalent 
(TOE). The consumption by. type of energy in percent terms was: coal 17; 
natural gas 13; petroleum 50; hydroelectric 12; and nuclear 8. The major 
changes have been in the shares supplied by petroleum and nuclear energy. In 
1973 petroleum provided 67 percent of French energy; in 1980 the figure was 54 
percent. In the Jan-Aug period petroleum consumption declined to 59.2 from 
63.9 million tons in the same period of 1980, for 50 percent of total energy 
consumed. Government programs are targeted to reduce petroleum usage to 30 
percent of the nation's energy consumption by 1990. Nuclear energy's share of 
total energy consumption has: risen from 4.4 percent in 1979 to the present 8 
percent. Nuclear plants are supplying more than one-third of France's 
electricity. The Government of France is encouraging energy conservation and 
a switch from petroleum to coal for utility and industrial consumers. It has 
earmarked two billion French francs (over $350 million) for grants to energy 
conservation projects during 1982. It hopes to increase domestic coal 
production and concurrently employment in its mines. Except in the cement 
industry, a significant shift to coal has not taken place. Even if France 
does not significantly increase its coal imports, the US share of the French 
market is likely to increase. During 1980 French imports of US coal increased 
123 percent, largely replacing disrupted Polish supplies. Imports from the 
United States in 1981 are estimated to have remained at the 1980 





level due to the continued disruption of Polish supplies. In the longer term 
the Government of France wants more secure and diverse energy suppliers and 
views the United States as potentially one of its principal coal suppliers. 


STEEL. French steel production, after declining 2 percent in 1980, declined 
sharply in 1981, by 8.2 percent to a production level of 21.3 million metric 
tons. During the last quarter of 1980 and throughout 1981 the European 
Commission imposed obligatory quota limitations on steel production in EC 
member states. At the same time the Commission and the industry agreed to 
initiate progressive price increases so that prices would ultimately cover 
costs. The Commission has concluded agreements with the 14 countries which 
are the principal exporters of steel to the Community to cut their exports to 
the EC by 12.5 percent. The intention is to return the European industry to a 
profitable state so that restructuring can proceed smoothly. However, the 
depressed state of economic activity in Europe and in the steel industry's 
principal export markets, especially the United States, continues to depress 
sales of steel. Moreover, the filing in the US by the US steel industry of 
antidumping and countervailing duty cases against European steel imports has 
greatly upset the European industry, which sold 6 million tons of steel in the 
US market in 1981. In France the new socialist administration is 
nationalizing the two principal steel producers, USINOR and SACILOR, over 
which the Government of France already had effective control. European-US 
steel trade problems bear watching because, if unsolved, they could trigger 
broad protectionist measures in the European Community. 


CHEMICALS. Low demand and strong competition from US chemical producers made 
1980 a difficult year for the major French chemical companies. The industry 
hoped to do better in 1981 with the sharp increase in the value of the dollar 
versus the French franc and in light of retrenchment in the industry. 
Contrary to expectations, 1981 was as difficult a year and added to 1980 has 
left many firms in worse financial shape than at the end of 1980. For the 
first time in six years, the volume of the industry's sales fell. The 
decrease of 2.4 percent was not as abrupt as in 1975 when the first great oil 
price shock dropped the industry's volume of sales by 12.9 percent. However, 
some sectors of the industry, particuarly petrochemicals and plastics, were 
much harder hit than the overall decrease would indicate. Almost all the 
large chemical producers, who had hoped to rebuild their financial structures 
in 1981, had further heavy losses, most specifically C de F-Chimie, Chloe, 
Pechiny~Ugine-Kuhlman and Rhone-Poulenc. Only the pharmaceutical firms had a 
relatively prosperous 1981. Nationalization of the major French chemical 


firms is underway and will place the restructuring problem in the government's 
lap. 


TEXTILES. Production and sales of French textiles and apparel during the 
first three quarters of 1981 have remained at the same low levels as 1980 
although the volume of sales of garments improved slightly in September and 
October. Imports for the first eight months of 1981 rose by 6 percent in 
value over the same period in 1980. However, imports from the US decreased by 
1l percent in value, as US exporters had feared would happen with the sharp 
increase in the value of the dollar. Imports from the US now account for 
about 4 percent of total French imports. The textile industry is experiencing 
serious financial difficulties, but following the acceptance of the new 
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Multifiber Arrangement (MFA), the Government of France intends to increase 
financial assistance to the industry for restructuring. Government credits of 
1 billion French francs per year are already available for investments in new 
machinery and equipment. Restructuring may provide opportunities for US 
exporters of technologically-advanced machinery and equipment. 


MECHANICAL CONSTRUCTION. Detailed notes on this sector, which includes 
machine tools and robotics, were provided in the Economic Trends Report for 
France published in October 1981. The industry, as anticipated, has 
experienced a further decline in turnover during 1981. Financial situations 
of several large firms are tight, but projects in the pipeline, such as the 
work for six new nuclear reactors on which construction will begin in 1982-83, 
will assist major firms such as Creusot-Loire. Financial restructuring and 
mergers are anticipated in this industry. 


The Government of France has announced a three-year plan to assist the machine 
tool industry. It was developed by a group of machine tool producer and 
consumer industry executives and Ministry of Industry civil servants. The 
government is to make more than 4 billion francs (725 million dollars) of aid 
available. The target is to reduce the share of the domestic market taken by 
imports from the present 60 percent to 30 and to increase the share of 
domestic production exported from the present 15 to 35 percent. Ministry of 
Industry officials claim that these targets will be achieved through improved 
technology and efficiency rather than by any protectionist measures. New 
groupings among existing firms and joint ventures with foreign producrers are 
anticipated. Press reports indicate that discussions are already underway 


with Japanese machine tool firms. French industry needs to re-equip to 
maintain its export competitiveness. A good market is in prospect for machine 
tools and other industrial equipment, but when and how it will be supplied 
remains in question. Joint-ventures may become a more significant element of 
foreign participation in the French market. 


ELECTRONIC COMPONENTS. The French market for all types of electronic 
components should show an increase of 30 percent between 1980 and 1985. The 
major portion of this growth will be in the active component segment which it 
is estimated will grow from the $775 million of 1980 to $1,250 million in 
1985. Much of this market growth will be met by significant increases in 
domestic production of integrated circuits from new facilities created as 
result of cooperative arrangements between French and American companies. 
Nevertheless, France will remain a strong market for US components. 


COMPUTERS. The rate of growth in the number of installed computers in France 
has averaged 22 percent over the past ten years, with the result that there 
are now more than seven times the number of computers in use than there were 
in 1971. There is no indication of a slowing of this strong growth rate. 
However, there has been a remarkable shift in the mix of computers being 
installed. Most of the current growth is accounted for by systems costing 
less than 1.6 million French francs (approximately $300,000). From 1980 to 
1981 the number of installed computers priced under 1.6 million FF increased 
by 28 percent, while those above that price increased by only 1.7 percent. 
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The French market has enthusiastically accepted the,micro-computer as a 
management tool, perhaps even more than users in the US. For the immediate 
future there is no reason to think that this recent trend will not continue, 
or even become stronger as the performance/price ratio of small computers 
continues to rise. 


AUTOMOBILES AND PARTS. The decline in a roduc ion 

underway since 1979 has continued into 1981. Fren seein tas avituntibe 
during the first ten months of 1981 (2 ae hae showed a 14.8 percent 
decrease compared to the same period in 1980 French export of cars 
(1,150,445 units) slightly exceeded 50 sicnenit f production. The volume of 
automobile sales decreased 4.5 percent compared to the same period in 1980. 
Imports for the first 10 months of 1981 rose to 27. recent of the market 
compared to 22.4 percent for 1980. The 1980 registrati figure of 1.87 
million units will not be reached in 1981. Trade observers, however, think 
that the decline in auto sales is bottoming 


Current figures for French automotive parts oduction and sales are not 
available. Parts statistics for 1980 in bil { 


Production. .ccccocccce 
EXpOrts.ccccccccccces 
SID OTES s 40's0\s 6 0's 0s s\0\e 
Apparent Consumption. 


The market for parts has reportedly remained strong during 1981 because French 
car owners have been maintaining and repairing their vehicles rather than 
buying new ones. 


AEROSPACE. On both the military and civil side, the French aerospace industry 
has continued to increase production during 1981. Production increases were 
accomplished with very small additions to the labor force which stood at 
110,783 at the end of 1980. Large investments have been made in computer and 


at 


numerically controlled machine tools and other equipment and in computerized 
stocking facilities. The final consolidated turnover Pee for 1980 was 
35,173 million French francs (approximately 8,232 million dollars) of which 
20,504 million francs was exported, an increase of and 30 percent 
respectively over 1979. Figures are not available for “1981, but one estimate 
places exports in 1981 at over 30 billion france, a 50 percent increase. 
Airbus has taken just over 50 percent of new orders worldwide for aircraft in 
its size range, 46 orders in 1981 for A-300's and A-310's versus 41 in 1980. 
Helicopter sales exceeded 700 in 1981 versus 639 in 1980. The Ariane rocket 
delivery system, after the success of its fin : flight in late 1981, has 
won a number of contracts, particularly with a ican firm Western Union, 
GTE, and Southern Pacific Communications have signed ntra and Intelsat, 
STC-Comsat, and CBS/DBS are in negotiation. 1e 2nch 1 y has also seen 
an increase in its participation in multilate productic grams, notably 
the Boeing 767 project. In turn, the new A-3 prog 9 which Airbus 
committed itself in 1981 will provide new tra opp unities for American 
firms. 


MEDICAL EQUIPMENT. The French health care sy n has made rapid progress 
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during the last decade. Trade sources anticipate continued improvement 
prompted by the growing support of the government for the early detection and 
prevention of diseases and the growing number of elderly patients. The total 
market size is now estimated to have been $360 million in 1980 and is expected 
to increase to $450 million by 1985. The United States presently provides 25 
percent of the import market. By continuing to offer the sophisticated 
specialized equipment French doctors are demanding (despite the stronger 
dollar), the US should remain the leading supplier through 1985. The domestic 
industry, which is characterized by a number of small firms, supplies the bulk 
of standard equipment. 


LABORATORY INSTRUMENTS. The market for laboratory instruments is estimated to 
have been $325 million in 1980 with imports accounting for $182 million. 
Imports of US made laboratory instruments amounted to $25 million, 
representing 7.7 percent of the total market and 13.7 percent of all imports. 
Several major US companies have established manufacturing/assembly facilities 
in France, thus reducing the need to import US made instruments. The 
Government of France sees future economic vitality tied to the success of 
large-scale basic research programs. It wants French research and development 
(R & D) expenditures increased from the present level of 1.8 percent to 2.5 
percent of GDP by 1985. The market for laboratory instruments will be 
stimulated by government encouragement of R & D efforts to develop innovative 
production methods and more sophisticated products. By 1985 the market should 
grow to about $435 million with imports of $235 million. The import share is 
expected to decline as domestic manufacturers improve their product range. 
However, US manufacturers have a good reputation for innovation and quality 
which should help them maintain or slightly increase their market share. 


HOUSEHOLD APPLIANCES. After several years of growing consumption and even 
higher growth of imports, sales and imports of household appliances stabilized 
during the first three quarters of 1981. Although a government development 
plan to assist the industry increase its export competitiveness was introduced 
at the beginning of 1981, exports have not increased significantly. Sales and 
exports in 1980 respectively totaled 38 and 5.6 billion French francs. 
Measures by the new socialist government to increase household incomes have 
not yet been reflected in appliance sales. Prices meanwhile have been 
increasing but at a slower rate than the general price index. At the present 
French franc - dollar exchange rate, increases in sales of US appliances are 
unlikely. 


CONSUMER GOODS. Despite the rapid rise of consumer goods prices, their sales, 
which were down in 1980, have increased sharply in value and moderately in 
volume through the first three quarters of 1981. Department store sales in 
September were 16 percent in value over their level in September 1980. Mail 
order house sales were more buoyant, showing a 19 percent increase for the 
first nine months of 1981. The change in the price index for 1981 is expected 
to be close to the 14.5 percent increase recorded in 1980. Sales of consumer 
goods totaled 336 billion French francs in 1980, of which imports took 70.5 
billion. Exports of consumer goods in 1980 totaled 64.6 billion francs. 
Despite the rise in consumer goods purchases and the significant share held by 
imports, sales of US consumer goods declined by 35 percent during the first 
six months of 1981 compared to the same period in 1980, largely due to the 
sharp increase in the value of the dollar. 





TRADE AND INDUSTRIAL POLICY 


The new Government of France is elaborating an industrial strategy of 
assistance to particular industrial sectors as part of its efforts to foster 
expansion of the French economy and employment. It has appealed to French 
manufacturers to reconquer their domestic markets. In a number of sectors 
such as machine tools, steel, forest products, textiles, leather, shoes, 
furniture and toys, it has already proposed measures and financing to assist 
the industries upgrade their technology, equipment, efficiency, etc. in order 
to improve their competitiveness at home and abroad. The government has also 
encouraged a "Buy French" attitude, among other ways through public 
pronouncements by appropriate ministers and by fostering contacts between 
representatives of manufacturers and industrial consumers or retailers. For 
example, representatives of shoe retailers and manufacturers met under 
government auspices and signed a declaration of cooperation to limit the 
percentage of imported shoes and increase that of French shoes sold through 
their outlets. France's trading partners in the European Community have, 
according to press reports, expressed concern that the Government of France 
not employ protectionist measures to achieve its industrial goals. 


France has long been committed to a liberal world trading system and its 
industry has thrived within that system. It is a member of the General 


Agreement on Tariffs and Trade (GATT) and signed the Tokyo Round agreement of 
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tariff reductions and accepted all of the new GATT codes. On most trade 
policy matters, France develops its positions with its partners in the 


European Community. Trade actions in the context of GATT are taken at the 
Community level by the European Commission. The Government of France has been 
and remains a strong advocate within the Community of actions to protect 
industries having difficulty such as textiles, steel and chemicals. In a very 
few cases it has acted on its own to protect French industry as in the case of 
automobile imports from Japan. The French Minister of Foreign Trade has 
suggested that the European Commission develop expeditious procedures similar 
to those established by the United States Trade Act for implementation of 
trade limiting measures when a Community industry suffers injury. The present 
depressed economic situation in Europe and the United States has put serious 
strains on the trading system. Despite these strains and France's internal 
problems, the Government of France shows every evidence of recognizing the 
importance of the GATT trading system to French interests and is unlikely to 
take actions that would undermine the system. 


The problem for the Government of France is how to be responsive to the 
concerns of the electorate, particularly with regard to unemployment. It 
hopes to be able to use the nationalized industries and banking sector as 
locomotives of economic expansion. Its industrial and trade policies are 
intended to support the process of expansion. Pressures are likely to build 
for the government to exercise more direct control over the economy, but this 
tendency to dirigisme, which has a long and honorable history in France, is 
counterbalanced by widespread recognition that economic expansion and 
employment come from small and medium enterprises. The government's 
industrial policy envisages a dynamic private sector supported by government 
and the nationalized banking system's assistance and led and shaped by a 
nationalized sector of large corporations, multinational in operation. 





INVESTMENT CLIMATE 


Corporate investments in France must be approved by the Government of France. 
The new socialist government appears to be continuing the practice of previous 
French governments in welcoming foreign direct investment on a selective 
basis, particularly in certain depressed and less developed geographical areas 
where investment incentives are sometimes available to encourage job 

creation. Few general guidelines have been published, and decisions cn 
investment applications have been taken on a case-by-case basis. Foreign 
investment has been watched closely in several sectors of new or high 
technology where French governments have tried to foster French controlled 
Capacities and in the area of takeovers. There is sometimes considerable 
uncertainty as to whether an individual foreign investor's application will be 


approved. An application may experience long delays rather than an outright 
refusal. 


The election in May 1981 of a Socialist President for a 7-year term and the 
subsequent installation of a socialist government has introduced a degree of 
uncertainty into the business climate. The new government's statements and 
actions to date, as noted above, do not suggest that its attitude towards 
foreign investment is significantly different from that of the previous 
government. In fact, the new government may be somewhat more open than the 
previous one to investments that create new employment. It remains to be seen 
how foreign investors and foreign controlled companies will be treated in 
sectors that will be dominated by nationalized enterprises or in areas where 


the government hopes to increase the presence of French companies generally. 
There is also the question of how much the new workers rights proposed by the 
government will impinge on management's freedom of action. However, France 
remains a major trading nation, highly dependent on exports and imports and 
under the imperative of developing or acquiring new technology and innovative 
and more efficient industrial techniques, and we believe that foreign 
investment will continue to be authorized on a selective basis. 


IMPLICATIONS FOR THE UNITED STATES 


The United States and France have an active and long-standing trading 
relationship. French imports of US goods rose sharply in 1979 and 1980 when 
the French economy was prosperous and the exchange rate hovered in the range 
of 4 to 4.5 French francs to the dollar. At the end of 1981 the exchange rate 
was approximately 5.8 francs to the dollar. The table in this section shows 
principal French imports from the United States for 1980 and for the first 
half of 1981 compared to the first half of 1980. Despite the sharp increase 
in the value of the dollar in French francs during 1981, French Customs 
tentative 1981 trade figures show an increase in French imports from the 
United States of approximately 15 percent in value over 1980. 


The high value of the dollar in francs is a serious brake on imports from the 
United States, but the consistent competitive advantage of US manufactured 
goods in the French market has been their quality and technical 
sophistication. US imports play an important role as components of French 
exports, particularly in the aerospace field. French industrial equipment 
that is exported often uses US components because of their technology, quality 
and the availability of world-wide after-sales service for their repair or 
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replacement. The higher value of the dollar does mean that the normal 
commercial considerations in the French market are more important than 
previously and will require more attention from US manufacturers and 
exporters: credit terms, quality, delivery times, after-sales service, 
innovative solutions to customers' problems, style and design, and French 
language literature, correspondence and instruction manuals. 


The industrial strategy and social changes being introduced by the Government 
of France may provide new opportunities for US exporters. For example, the 
French capital goods industry is being encouraged and assisted to meet the 
needs of French industry, but the demand on French manufacturers to remain 
internationally competitive in the face of increased labor and social costs 
will force them to seek highly productive equipment which the French capital 
goods industry may not be in a position to produce quickly. Trade 
opportunities could thus develop for robotic equipment and integrated 
computer-controlled manufacturing systems. The pattern of French imports from 
the United States as shown in the table in this section is likely to 

continue. Some specific areas which appear to offer good prospects for the 
sale of US products are computers, especially mini-computers, and peripheral 
equipment; sporting goods; electronic components; laboratory and scientific 
instruments; and printing and graphic arts, construction and building, 
security, health care, process control, aircraft, space and avionics equipment. 








